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January 21, 2000

The Honorable Don Sundquist, Governor
and

Members of the General Assembly
State Capitol
Nashville, Tennessee 37243

and
The Honorable J. Bruce Saltsman, Sr., Commissioner
Department of Transportation
Suite 700, James K. Polk Building
Nashville, Tennessee 37931-1407

Ladies and Gentlemen:

Transmitted herewith is a special report by the Division of State Audit of its review of the theft of
property from the Department of Transportation at the Region I garage in Knoxville, Tennessee.  The review
was conducted jointly by the Division of State Audit and the internal audit section of the department.  The review
was initiated after July 9, 1997, when one of the garage employees notified the garage superintendent that he had
been requested by Mr. Harry Perkins, then an Equipment Mechanic I, to sign vendor invoices as “received”
when he actually had not picked up the items.  Additionally, on July 10, 1997, the manager of Dealer Service
Parts (DSP) in Knoxville also notified the garage superintendent of suspected wrongdoing after noticing Mr.
Perkins visiting DSP to obtain parts after normal state work hours.  After being informed of these matters, Mr.
Roger Toole, Garage Superintendent, confronted Mr. Perkins, who admitted that he had personally benefited
from the orders of parts he placed with DSP.  This information was forwarded to the department’s internal audit
section and later to the Division of State Audit for a review of the matter.

The review determined that a total of $10,533.32 in property was ordered for personal use and charged
to the garage’s accounts with various vendors during the period August 1, 1996, through July 7, 1997.  In every
illegitimate purchase, a license plate number of a state vehicle was given to the vendor to effect billing to the
department.  The review determined that personal items were ordered by Mr. Perkins ($9,917.53); Mr. Rex
Williams, then an Equipment Mechanic II ($146.67); and Mr. Teddy Plemons, a Materials Assistant II
($240.50).  During the period reviewed, Mr. Perkins and Mr. Williams were responsible for ordering parts for
repairs on state vehicles. The individual responsible for the remaining $228.62 in items ordered could not be
determined.  The department incurred a total direct loss of $8,531.93 because $2,001.39 of the invoices totaling
$10,533.32 were still being processed and were not paid by the department after it was determined that the items
were not legitimate orders for state vehicles.



Page Two
January 21, 2000

Of the $10,533.32 in property, $9,871.73 was ordered through Dealer Service Parts (DSP) at 915 N.
Cherry Street in Knoxville, Tennessee, by Mr. Perkins, who was responsible for ordering replacement parts for
state vehicles and light equipment serviced in the regional garage.  The items charged to the department included
Camaro body parts, high performance tires, mufflers, magnesium wheels, chain saws, a radar detector, and a
trailer.  In an August 1, 1997, interview with auditors, Mr. Perkins admitted he placed personal orders with Mr.
Tommy Johns, then a salesperson at DSP, and charged the orders to the department’s account with DSP.  Mr.
Perkins admitted that he supplied Mr. Johns with state vehicle license plate numbers relating to these personal
orders to effect billing to the department and requested that Mr. Johns divide some invoice amounts to avoid
bidding requirements and vary dates of some illegitimate purchases to avoid detection.

According to Mr. Perkins, after placing his personal orders with Mr. Johns, he would visit DSP after his
normal work hours to pick up the items or he would request other garage employees to pick up the items during
the day.  Mr. Perkins stated that he had given Mr. Johns items for his assistance in procuring and concealing the
true nature of these purchases.  In an August 21, 1997, interview, Mr. Johns stated that he was aware that Mr.
Perkins was charging personal items to the department.  He admitted he assisted Mr. Perkins in manipulating
invoice amounts to avoid bidding requirements and in varying dates and times of invoices to avoid using
consecutive invoice numbers.  Mr. Johns also admitted he personally received items totaling $1,080.22 ordered
by Mr. Perkins.

The thefts were not promptly detected because (1) the two employees (Mr. Perkins and Mr. Williams)
responsible for ordering parts for the garage circumvented controls by approving the purchases ordered for
personal use and submitting the related invoices to the garage’s business office for payment; (2) Mr. Perkins
additionally circumvented controls by falsifying work orders and requesting other employees to sign invoices for
items they had not actually received; (3) the invoices from Dealer Service Parts and other vendors did not
contain a description of the parts ordered, thereby preventing any scrutiny while the purchases were being
processed; (4) the department’s internal controls did not require a separation of duties between those employees
determining which parts were needed, ordering parts, picking up parts, and ultimately using the parts; and (5) the
department did not require a reconciliation of parts received (invoices) to parts placed on vehicles (work orders).

During this review, it was also determined that Mr. Larry Kelley, at that time a Mechanic I, had abused
his sick leave privileges, which resulted in a payment to him of $1,746,21 to which he was not entitled.  This
matter was referred to the Office of the State Attorney General for possible collection.

Appropriate disciplinary actions were taken by the department and the vendor involved.

This special report includes the details of the matters and the involvement of individuals discussed
above, the weaknesses in the department’s internal controls, and our recommendations.  On March 13, 1999, a
draft report was submitted to the Office of the District Attorney General, Sixth Judicial District  (Knox County).
The Office of the District Attorney General pursued actions regarding the activities of Mr. Perkins and Mr.
Johns.

On May 1, 1998, Mr. Perkins pled guilty to theft of property under $10,000, a Class D felony.  He was
sentenced to serve two years of probation and ordered to pay $5,954.22 in restitution to the state.  On August 3,
1999, Mr. Perkins made full restitution to the department.
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On May 1, 1998, Mr. Johns pled guilty to theft of property under $1,000, a Class E felony.  He was put
on probation for two years and ordered to make restitution of $969.23 to the state.  Mr. Johns made full
restitution to the state on July 20, 1998.

Sincerely,

John G. Morgan
Comptroller of the Treasury

JGM/ct



State of Tennessee

A u d i t   H i g h l i g h t s
Comptroller of  the Treasury                                Division of State Audit
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January 2000

Review Objectives

The objectives of the review were to determine through vendor inquiries whether automotive
parts purchased for the Region I garage in Knoxville, during the period July 1, 1996, through
August 1, 1997, would fit on the state vehicles for which the parts were ordered; to determine
through interviews and examinations of invoices and work orders whether items ordered by
Region I employees had been misappropriated and work orders had been falsified; to determine
which individuals were involved in the ordering and receiving of items, or the falsification of
records relating to items purchased; to evaluate the department’s internal controls over the
ordering, receiving, and final disposition of parts; to report our findings to the department and
recommend appropriate actions to correct any deficiencies; and to report our findings to the
Office of the State Attorney General and the appropriate Office of the District Attorney General.

Results of the Review

The review determined that a total of $10,533.32 in property was ordered for personal use and
charged to the garage’s accounts with various vendors during the period August 1, 1996, through
July 7, 1997.  In every illegitimate purchase, a license plate number of a state vehicle was given to
the vendor to effect billing to the department.  The initiation of part purchases was made verbally
and usually over the telephone.  The Knoxville garage used this purchasing system rather than
purchase order forms to identify each individual purchase.  In some cases, the license plate
number was given to the vendor indicating to the vendor that the part was actually ordered for a
state vehicle.  However, for most of the purchases, a single vendor’s salesperson was aware that
the parts were ordered for personal use.  The majority of the orders were placed by Mr. Harry
Perkins, then an Equipment Mechanic I.  It was also determined that two other department
employees ordered personal property.  Interviews and vendor inquiries verified that automotive
parts ordered would not fit on the state vehicles for which the parts were ordered.  The
department incurred a total direct loss of $8,531.93 because $2,001.39 of the invoices totaling



$10,533.32 were still being processed and were not paid by the department after it was
determined that the items were not legitimate orders for state vehicles.

Of the $10,533.32 in property, $9,871.73 was ordered through Dealer Service Parts (DSP) at 915
N. Cherry Street in Knoxville, Tennessee, by Mr. Perkins, who was responsible for ordering
replacement parts for state vehicles and light equipment serviced in the regional garage. The items
he charged to the department included Camaro body parts, high performance tires, mufflers,
magnesium wheels, chain saws, a radar detector, and a trailer.  In an August 1, 1997, interview
with auditors, Mr. Perkins admitted he placed personal orders with Mr. Tommy Johns, then a
salesperson at DSP, and charged the orders to the department’s account with DSP.  Mr. Perkins
admitted that he supplied Mr. Johns with license plate numbers of state vehicles relating to these
personal orders to effect billing to the department and requested that Mr. Johns divide some
invoice amounts and vary dates of some illegitimate purchases to avoid detection. Mr. Perkins
also admitted he placed personal orders with Burlington Motor Products (BMP) in Knoxville,
Tennessee, totaling $45.80 and charged the orders to the department’s account with BMP.

The department had accounts with various vendors from which they routinely purchased
replacement parts.  Instead of ordering the parts in question directly from these vendors, Mr.
Perkins placed the orders with DSP.  Mr. Johns at DSP would then acquire the parts from other
local vendors and prepare an invoice to the department.  The reason for using DSP as a
middleman was twofold.  First, the related invoices from DSP to the department would not
include details of the items purchased, only a code “OSV,” indicating the items were acquired by
DSP through an outside vendor.  The lack of detail on the DSP invoices prevented purchases such
as Camaro body parts from being questioned by garage staff.  Secondly, because the salesperson
at DSP was assisting Mr. Perkins in this scheme, large dollar purchases could be divided into
several small dollar invoices to avoid further scrutiny.

Mr. Perkins also admitted he falsified work orders by indicating that the items illegitimately
ordered had been placed on state vehicles in the garage for repair or maintenance when the items
were actually placed on one of his personal vehicles or stored at his personal residence.  Mr.
Perkins stated that he falsified the work orders to avoid detection in the event that someone
would have compared garage purchases to work orders.

According to Mr. Perkins, after placing his personal orders with Mr. Johns, he would visit DSP
after his normal work hours to pick up the item or he would request other garage employees to
pick up the items during the day.  Mr. Perkins stated he had given Mr. Johns items totaling
$1,080.22 for his assistance in procuring and concealing the true nature of the purchases.   In an
August 21, 1997, interview, Mr. Johns stated that, at the time, he was aware that Mr. Perkins was
charging personal items to the state.  He admitted he assisted Mr. Perkins in manipulating DSP
invoice amounts to avoid bidding requirements and in varying dates and times of DSP invoices to
avoid using consecutive invoice numbers.  Mr. Johns also admitted he personally received items
totaling $1,080.22 ordered by Mr. Perkins.  He stated that he gave away one item, a muffler
purchased for $110.99.



Mr. Perkins also told the auditors that he had given Mr. Larry Kelley, then a Mechanic I, items
totaling $343.14 in exchange for picking up some of the parts from DSP, knowing they were
ordered for personal use and signing vendor invoices as receiving items which he did not actually
pick up.  Mr. Kelley was interviewed on January 15, 1998, and admitted he picked up items for
Mr. Perkins.  He stated that at the time, he knew the items were personal orders charged to the
department but he did not refer this activity to management.  He also admitted that on at least one
occasion, he signed an invoice as having received an item at Mr. Perkins’ request although he had
not actually picked up the item.  Mr. Kelley acknowledged that he had received one trailer hitch
from Mr. Perkins but stated that he was not aware that it had been charged to the department.
Mr. Kelley denied that he had received any other item or benefit from Mr. Perkins.

At the request of Mr. Perkins, two other garage employees also signed invoices as having
received items when they actually had not.  The presently available information did not indicate
that the other employees who picked up illegitimate items received any benefit.  According to
those employees, they were unaware of Mr. Perkins’ improper activities.  Apparently it was not
unusual for garage employees to fail to sign vendor invoices at the time parts were picked up.
Hence, other employees would sometimes sign invoices later, when the invoices arrived at the
garage.  Under these circumstances, the garage employees who signed the invoices in question did
not have reason to suspect the parts had not been properly received.  Mr. Perkins confirmed that
he did not disclose his improper activities to these employees.

Our review also determined that Mr. Rex Williams, an Equipment Mechanic II, independently
ordered automotive parts and other items totaling $146.67 for personal use and charged the
department’s account with BMP.   Mr. Williams had been responsible for ordering replacement
parts for heavy equipment serviced in the garage at the time he ordered these items.  In a February
12, 1998, interview, Mr. Williams stated that on two occasions he ordered parts for his personal
vehicle and used license plate numbers of state vehicles to cause the department to be billed.
According to Mr. Williams, his actions were independent and without the knowledge of Mr.
Perkins’ activities.

The presently available information showed that Mr. Johns, then a DSP salesperson, caused the
department to be billed for items totaling $240.50 which were ordered by Mr. Teddy Plemons,
Materials Assistant II with the department’s Materials and Test Division, Soils and Geology unit.
In a January 14, 1998, interview, Mr. Plemons stated that at the time he was placing a personal
order at DSP, Mr. Johns suggested to him that the items be charged to an account with DSP.  Mr.
Plemons stated that he misunderstood Mr. Johns’ suggestion and did not realize Mr. Johns had
billed the department for these items.  According to Mr. Plemons, he thought that Mr. Johns had
charged Mr. Plemons’ personal account at DSP for the items. The manager of DSP indicated that
Mr. Plemons had indeed visited DSP to pay for the items but was unable to because the items
were not indicated on his personal account and Mr. Plemons did not have the related invoices.
Mr. Plemons stated that because of other personal distractions, at the time, he did not pursue the
matter of payment further.  The review also determined that on June 19, 1997, Mr. Plemons
picked up four high performance tires ordered by Mr. Perkins and helped him load the tires into
the back of Mr. Perkins’ truck after returning to the state garage with the tires.  Mr. Plemons was
not a garage employee but apparently visited the garage on a regular basis.  Although Mr.



Plemons signed a DSP invoice relating to the tires, he stated that he was not aware that the tires
had been billed to the department.  However, this was clearly indicated on the invoice.

It could not be determined who ordered or received benefit from the remaining $228.62 in items
improperly charged to the department.

The thefts were not promptly detected because (1) the two employees (Mr. Perkins and Mr.
Williams) responsible for ordering parts for the garage circumvented controls by ordering items
for personal use and submitting the related invoices to the garage’s business office for payment;
(2) Mr. Perkins additionally circumvented controls by falsifying work orders and requesting other
employees to sign invoices for items they had not actually received; (3) the invoices from Dealer
Service Parts and other vendors did not contain a description of the parts ordered, thereby
preventing any scrutiny while the purchases were being processed; (4) the department’s internal
controls did not require a separation of duties among those employees determining which parts
were needed, ordering parts, picking up parts, and the mechanics ultimately using the parts; and
(5) the department did not require a reconciliation of parts received (invoices) to parts placed on
vehicles (work orders).  These weaknesses are discussed further in this special report, which
includes our recommendations.

The department has taken administrative action against all four employees, including the dismissal
of Mr. Perkins from state service, effective August 22, 1997, for gross misconduct; and the
dismissal of Mr. Kelley from state service, effective March 27, 1998, for gross misconduct.  The
department did not recover the $343.14 as restitution from Mr. Kelley relating to the items he
apparently received that were charged to the department.

Mr. Plemons made a payment to DSP for $240.50 on January 30, 1998, relating to the personal
items he ordered which were charged to the department.  On March 4, 1998, Mr. Plemons
received a written warning from the department.

On March 5, 1998, the department accepted the resignation of Mr. Rex Williams in lieu of
disciplinary action.  On March 5, 1998, the department also received $146.67 from Mr. Williams
as restitution for his personal purchases.

Mr. Johns was allowed to resign from DSP, effective August 22, 1997, by the DSP store
manager.

On March 13, 1998, we submitted our draft findings pertaining to this matter to the Office of the
State Attorney General and the Office of the District Attorney General, Sixth Judicial District
(Knox County).  The Office of the District Attorney General pursued actions regarding the
activities of Mr. Perkins and Mr. Johns.

On May 1, 1998, Mr. Perkins pled guilty to theft of property under $10,000, a Class D felony.
He was sentenced to serve two years of probation and ordered to pay $5,954.22 in restitution to
the state.  On August 3, 1999, Mr. Perkins made full restitution to the department.



On May 1, 1998, Mr. Johns pled guilty to theft of property under $1,000, a Class E felony.  He
was put on probation for two years and ordered to make restitution of $969.23 to the state.  Mr.
Johns made full restitution to the state on July 20, 1998.

The department recovered $7,687.56 of the total $8,531.93 loss sustained from the theft of
property from the Knoxville regional garage.

During this review, the extended sick leave taken by Mr. Larry Kelley, then a Mechanic I, was
questioned after statements he made in his interview regarding the items he allegedly received
from Mr. Perkins.  Mr. Kelley admitted that during his period of extended sick leave, December
23, 1997, through March 17, 1998, he drove his ATV in an ATV race and that he had also
worked as a mechanic for a friend.  Mr. Kelley’s abuse of sick leave resulted in a payment to him
from the Department of Personnel’s Sick Bank of $1,746.21 for the period December 23, 1997,
through January 31, 1998.  This matter was referred to the Office of the State Attorney General
for possible collection.  Further payments from the sick bank to Mr. Kelley were withheld by the
Department of Personnel after being notified of this matter.

“Audit Highlights” is a summary of the special report.  To obtain the complete special report, please
contact

Comptroller of the Treasury, Division of State Audit
1500 James K. Polk Building, Nashville, TN  37243-0264

(615) 741-3697
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Department of Transportation
Theft of Property from the Knoxville Garage

January 2000

INTRODUCTION

ORIGIN OF REVIEW

According to Mr. Roger Toole, Garage Superintendent, on July 9, 1997, Mr. Earl
Whitson, Equipment Service Worker, informed him that Mr. Harry Perkins, Equipment Mechanic,
had requested that Mr. Whitson sign approximately ten invoices from a vendor as though he had
received the items when he actually had not.  At the time, Mr. Perkins was responsible for
ordering replacement parts for the garage.  On July 10, 1997, Mr. Toole requested these invoices
from Mr. Perkins.  According to Mr. Toole, Mr. Perkins told him that he had forwarded the
invoices to the garage’s business office for payment.

That same day, Mr. Whitson informed Mr. Toole that the manager of Dealer Service Parts
(DSP), Mr. John Rosati, had some suspected improprieties to report.  Mr. Toole stated that on
July 10, 1997, he and Mr. Tommy Clift, Facility Manager II, met with Mr. Rosati.  Mr. Rosati
told Mr. Toole that Mr. Perkins and another individual were coming into DSP after 4:30 p.m. to
pick up parts allegedly ordered for DOT. In addition, Mr. Rosati told him that sales invoices of
department purchases he had reviewed appeared questionable because the items purchased by
Dealer Service Parts were from vendors from whom DOT could have purchased directly.

 Mr. Toole stated that after receiving some DSP sales invoices on July 11, 1997, from Mr.
Rosati, he went to the garage and pulled the work orders corresponding to the sales invoices.  Mr.
Toole stated that he knew there was a problem after finding an invoice for racing tires that had
been charged to a DOT dump truck.  Mr. Toole stated that he looked at approximately 15-20
invoices in which similar items (personal in nature) had been ordered by Mr. Perkins.

Mr. Toole stated that he called Mr. Perkins into the office on July 11, 1997, and asked him
if he had personally benefited from any of these questionable purchases.  According to Mr. Toole,
Mr. Perkins confirmed that he had.  After this conversation, Mr. Toole informed Mr. Paul Corum,
Regional Director,  and Mr. Corum called the department’s internal audit section.  On July 15,
1997, staff of the department’s internal audit section interviewed Mr. Perkins, whereupon he
admitted ordering items for his personal use and falsifying related documentation.  On July 21,
1997, the department’s internal audit staff notified our office and requested our assistance in
reviewing this matter.
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OBJECTIVES OF THE REVIEW

The objectives of the review were

1. to determine through vendor inquiries whether automotive parts purchased for the
Region I garage in Knoxville during the period July 1, 1996, through August 1, 1997,
would fit on the state vehicles for which the parts were supposedly ordered;

 
2. to determine through interviews and examinations of invoices and work orders

whether items ordered by Region I employees had been misappropriated and work
orders had been falsified;

 
3. to determine which individuals were involved in the ordering and receiving of personal

items or falsifying records relating to items purchased;
 

4. to evaluate the department’s internal controls over the ordering, receiving, and final
disposition of parts;

5. to report our findings to the department and recommend appropriate actions to correct
any deficiencies; and

6. to report our findings to the Office of the State Attorney General and the appropriate
Office of the District Attorney General.

SCOPE OF THE REVIEW

Division of State Audit staff, in conjunction with the department’s internal auditors,
reviewed invoices from Dealer Service Parts in Knoxville, Tennessee, and Burlington Motor
Products, Inc., in Knoxville, Tennessee, and a sample of other invoices for replacement parts
received by the garage for the period July 1, 1996, through August 1, 1997.  This period covered
the duration for which Mr. Perkins was responsible for ordering replacement parts.  The review
included tracing parts ordered to work orders.  The review also included interviews with staff
from the department and relevant vendors.

During this review, extended sick leave taken by Mr. Larry Kelley, Mechanic I, was
questioned after he voluntarily told the auditors about his activities during this extended sick
leave.  A review of documents from the state and those from Victory Sports, a Bountville,
Tennessee, promoter of motorcycle and ATV races, relating to Mr. Kelley’s extended sick leave
was performed for the period December 13, 1997, through March 10, 1998.
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BACKGROUND

The DOT Knoxville garage staff services vehicles assigned to the Department of
Transportation and other state agencies located in the region.  The general operating procedures
of the garage for the period July 1, 1996, through August 1, 1997, were discussed with Mr.
Roger Toole, Garage Superintendent, and other staff.  They described those procedures as
follows.  Once a vehicle operator brought a vehicle into the garage for maintenance or repairs,
Mr. Rex Williams, an Equipment Mechanic II, initiated a multiple copy work order.  This work
order served to document the problems with the vehicle, the actual work performed by mechanics,
the items used from the stockroom to repair the vehicle, and the invoice numbers and costs for
parts ordered that the stockroom did not carry.  The work order included additional information
such as the start and finish dates of the work, labor hours, and codes for specific work performed.
The work orders were to be signed by the vehicle operator, the mechanic, stockroom staff if
applicable, and the garage supervisor.  Upon completion of the work order, the white copy was
given to the vehicle operator and the buff colored copy was then filed according to the license
plate number of the vehicle.  A pink copy of the completed work order was delivered to the
stockroom staff.  Stockroom staff then entered all parts, either from the stockroom or ordered
from outside vendors, into the DOT State of Tennessee Accounting and Reporting System
(STARS).

After the work order was initiated, Mr. Donny Mashburn, Equipment Mechanic I,
assigned the work to one of the garage mechanics.  According to Mr. Mashburn, either he, the
mechanic, or a consensus of both made the decisions on work to be performed and which parts
were needed for a vehicle. Items carried in the stockroom would be obtained by Mr. Perkins or
the mechanic assigned to the job.  If the part was not held in stock, Mr. Perkins would order the
part from a vendor.  The selection of the vendor depended upon whether the item was one
obtainable from a statewide contract.

When procuring automotive parts, Mr. Perkins was required to obtain these items through
available statewide contracts.  Replacement parts not on statewide contracts could be obtained
through one of two Delegated Purchase Authority (DPA)  agreements the Department of General
Services had approved.  One of the DPAs was for automotive and light equipment parts and the
other included the procurement of repair services and heavy equipment parts. Purchases made
under either of the DPAs did not require bids for purchases under $400.  Items not considered
replacement parts were obtained through local purchase authority.  State agencies can purchase
commodities from local vendors, provided a single purchase does not exceed $1,000 and the
commodity is not covered by a statewide or agency term contract.  During the period July 1,
1996, through August 1, 1997, local purchases under $400 also did not require bids.

According to Mr. Toole, Mr. Whitson was primarily responsible for picking up parts
ordered from vendors.  Mr. Toole stated that other employees of the garage would periodically
perform these duties in Mr. Whitson’s absence.  The procedures required the employee receiving
the parts to sign the vendor’s invoice.  These invoices are usually comprised of multiple copies
and one copy was given to the state employee receiving the parts.  Upon returning to the garage,
the invoice and parts would be given to Mr. Perkins.  Mr. Perkins would initial the invoice and
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deliver it to the garage’s business office for approval and subsequent payment.  The parts were
supposed to be placed on the state vehicle by the mechanic assigned to the job.

The customer’s copy of the invoice would be held in the garage business office until the
matching billing was received from the vendor.  The business office staff would stamp the invoice
or acquire Mr. Toole’s signature as “approving officer,” initiate the payment, mark the billing as
“paid,” and file the invoice according to vendor.  The entire replacement part procurement
process for the Region I garage is displayed on page 5.

DETAILS OF THE REVIEW

Our review of garage purchases revealed that a total of $10,533.32 in automotive parts
and other items were ordered for personal use and charged to the garage’s accounts with various
vendors during the period August 1, 1996, through July 7, 1997 (See Exhibit A).  Our review
determined that of the $10,533.32, $9,871.73 was ordered through Dealer Service Parts (DSP)
and $45.80 was ordered from Burlington Motor Products, Inc., (BMP) by Mr. Perkins,
Equipment Mechanic I.  A total $146.67 in automotive parts was improperly ordered through
BMP by another garage mechanic, Mr. Rex Williams, Equipment Mechanic II, acting
independently of Mr. Perkins.  A total of $240.50 was ordered through DSP by Mr. Teddy
Plemons, Materials Assistant II, and charged to the department’s account by Mr. Tommy Johns,
DSP salesperson.  It could not be determined who ordered the remaining $228.62 in automotive
parts.  We determined that items were ordered for personal use through interviews and vendor
inquiries which verified that automotive parts ordered would not fit on the state vehicles for which
the parts were ordered.

The department incurred a total direct loss of $8,531.93 because $2,001.39 of the total
$10,533.32 was not paid by the department.  The processing of the related invoices was canceled
after it was determined that the items were not legitimate orders for state vehicles.

Process of Billing Personal Items to the Department

Generally, the items ordered for personal use were charged to the department through
false information given to a vendor.  The initiation of part purchases was verbal.  There were no
purchase order forms used.  According to the Knoxville garage procedures, the individual placing
the order would give the vendor, usually by phone, the license plate number of a state vehicle as a
means of identifying the purchase.  By using a state license plate number, the individual placing
the order falsely implied that the purchases were for the state rather than for actual personal
benefit.  The majority of the orders were placed by Mr. Perkins.  In addition, Mr. Williams
provided false information on two orders and Mr. Johns acquired false information from Mr.
Perkins, which Mr. Johns placed on two additional orders initiated by Mr. Plemons.  The vast
majority of these illegitimate orders were made through DSP.
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The department had accounts with various vendors from which it routinely purchased
replacement parts.  Instead of ordering the parts directly from these vendors, Mr. Perkins placed
the improper orders with DSP.  Mr. Johns at DSP would then acquire the parts from other local
vendors and prepare a DSP invoice to the department.  The reason for using DSP as a middleman
was twofold.  First, the related invoices from DSP to the department would not include details of
the items purchased, only a code “OSV,” indicating the items were acquired by DSP through an
outside vendor.  The lack of detail on the DSP invoices prevented purchases, such as Camaro
body parts, from being clearly identified and thus subject to being questioned by garage staff,
garage supervisors, or auditors.  Secondly, because the salesperson at DSP was assisting Mr.
Perkins in this scheme, large dollar purchases could be divided into several small dollar invoices to
avoid bid requirements.  The subsequent invoices to DOT from DSP were generally marked up 10
percent, which was the policy of DSP for orders filled through outside vendors.  However, in
some cases, the additional charges exceeded 10 percent.  It did not appear that any of the
additional charges were retained by Mr. Johns.  Rather, the additional charges were retained by
DSP and appeared to be chosen arbitrarily as opposed to a straight 10 percent markup.

The items charged to the department were primarily automotive parts and included high
performance tires, mufflers, magnesium wheels, chain saws, a radar detector, and a trailer.  Most
of the items were picked up from DSP by Mr. Perkins.  Items were also picked up by Mr. Larry
Kelley, Mechanic I, and Mr. Teddy Plemons, Materials Assistant II with DOT regional office,
which included the garage operations.  Mr. Kelley and Mr. Plemons apparently received some of
these items from Mr. Perkins or Mr. Johns for their personal use, and these items were billed to
the state through DSP invoices.

The remaining illegitimate items were picked up by various “parts runners,” who were
employees at the Knoxville DOT regional garage.  Those employees included Ms. Sylvia
Hawkins, Mr. Earl Whitson, Mr. Teddy Webb, and Mr. Harold Wheeler.  From the evidence
gathered in this review, it does not appear that any of these parts runners were aware that the
illegitimate parts they picked up were for personal use.  According to Mr. Perkins, he occasionally
requested that the employees pick up the parts, but did not inform them that the items were for
personal use.  However, according to Mr. Perkins, he also requested that Mr. Earl Whitson and
Mr. Harold Wheeler sign invoices for items that they had not actually picked up.  This unusual
request was reported to Mr. Toole, Garage Superintendent, by Mr. Whitson.  In the interview
with Mr. Wheeler, he stated that on occasion he had been asked to sign invoices when he had not
picked up the items, but had not thought the requests unusual.  According to Mr. Wheeler, Mr.
Perkins told him that he had not signed the invoices when the items were picked up and that, for
proper processing, Mr. Wheeler needed to sign the invoices.  Mr. Wheeler said that he had
accepted Mr. Perkins’ explanation and he had signed the invoices.

Involvement of Mr. Harry Perkins in Billing Personal Items to the Department

Prior Irregularities – Mr. Rex Williams

Mr. Perkins was interviewed on several occasions by staff of the Division of State Audit
and the Department of Transportation’s Internal Audit section.  Mr. Perkins admitted he ordered
personal items totaling $9,871.73 through Dealer Service Parts (DSP) at 915 N. Cherry Street in
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Knoxville, Tennessee.  Mr. Perkins also admitted he ordered personal parts from Burlington Motor
Products, Inc., totaling $45.80.  According to Mr. Perkins, his activity of ordering personal items
and effecting the billing of those items to the department started in 1997, after he noticed invoices
being brought into the garage without the automotive parts associated with the invoices.
Additionally, Mr. Perkins stated that he noticed several orders were placed by Mr. Rex Williams,
Equipment Mechanic II, which appeared to be personal in nature.  According to Mr. Perkins,
these personal items were then charged to a state vehicle license plate number.  Mr. Perkins stated
that after he determined that personal items could be obtained in this manner, he ordered a
number of items relating to his project of restoring his two Chevrolet Camaros.

Irregularities – Mr. Harry Perkins

According to Mr. Perkins, he ordered the majority of his personal items through DSP
because the related invoices were nondescript in regard to the items ordered and because his
friend, Mr. Tommy Johns, was employed there as a sales representative.  Mr. Perkins stated that
he would place the order with Mr. Johns and supply him with a state vehicle license plate number
to be used by Mr. Johns as a purchase order number on the DSP invoice.  Rather than using
purchase order forms for replacement parts, the department placed orders with vendors according
to vehicle license plate numbers.  Mr. Perkins stated that most of the items were not carried by
DSP and therefore Mr. Johns would order them from other vendors.  The invoice from the
ultimate vendor would be retained at DSP.  Mr. Johns would prepare a DSP invoice to the
department for the costs and the DSP markup, which was generally 10 percent.  The DSP invoice
would not include a description of the items ordered.  Instead, the part number and cost, adjusted
to include markup, were indicated on the DSP invoice along with the letters “OSV” to indicate
the item was obtained from an outside vendor.

Mr. Perkins stated that after ordering these parts, he would often pick up the parts from
DSP after working hours.  According to Mr. Perkins, he would sign the invoice himself or bring
the invoice to the DOT garage and request that one of the parts runners sign the invoices as
though they had actually received the items.  When asked the reason for having parts runners sign
invoices, Mr. Perkins stated that if the invoices were ever questioned, he did not want the items
traced back to him.  Mr. Perkins stated that the parts he had ordered for his personal use he kept
in the basement of his residence or placed on one of his Chevrolet Camaros, his truck, or his
wife’s car.

Mr. Perkins also admitted falsifying work orders relating to the state vehicle license plate
numbers he used as purchase order numbers.  Mr. Perkins stated that because all purchases
related to work performed on state vehicles were required to be recorded on work orders, he
added the invoice numbers and amounts of his personal orders to valid work orders that were on
his desk at the time of his illegitimate purchases.  He also stated that he would add work codes to
the work orders to falsely indicate that work had been performed on a vehicle which related to the
illegitimate purchases.  Mr. Perkins stated that he falsified the work orders to avoid detection.

As an example of this purchasing scheme, this report includes Dealer Service Parts invoice
#148049 (see Exhibit B). The invoice was initiated for an item described as “OSV 12570” totaling
$299.99 and was submitted to the garage’s business office for payment by Mr. Perkins.  This
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description refers to an outside vendor part number 12570 from the ultimate vendor, Northern.
Item number 12570 was described on Northern’s invoice as a “4 x 8 trailer” listed for $256.49
and a chrome ball for $5.50, for a total of $261.99 (see Exhibit C).  The Dealer Service Parts
invoice was higher, reflecting a markup of 14.5 percent.  The corresponding garage work order
was falsified in that the Dealer Service Parts invoice #148049 for $299.99 was indicated by Mr.
Perkins as being placed on a state dump truck, license plate number EQX468 (see Exhibit D).  In
fact, the trailer and chrome ball were located at Mr. Perkins’ residence.  Although the work order
indicates the actual work on the vehicle was completed on April 10, 1997, the date of the Dealer
Service Parts invoice was April 11, 1997.

According to Mr. Perkins, he ordered some of the personal items for the benefit of Mr.
Johns, DSP salesperson, and Mr. Larry Kelley, a DOT mechanic at the Knoxville garage.  Our
review determined that Mr. Johns had received $1,080.22 in items billed to the state and Mr.
Kelley had received $343.14 in items billed to the state.  Mr. Perkins stated that he gave items to
Mr. Johns in return for his assistance in processing his personal purchases and concealing the true
nature of the purchases.  Mr. Perkins also stated that he gave items to Mr. Kelly in exchange for
picking up items he knew were ordered for Mr. Perkins’ personal use and for signing invoices as
“received” when he did not actually pick up the items.

Mr. Perkins voluntarily signed an affidavit, dated August 1, 1997, regarding his
involvement in billing the department for personal items.  On the same day, Mr. Perkins
voluntarily returned items to the department totaling $2,181.77.  These were items that he had
taken to his personal residence but had not placed on a personal vehicle. Department officials
returned these items to DSP.  The manager of DSP stated that he contacted the original vendors
but none would refund the department for the items.  Therefore, DSP held these items in their
warehouse and these items were not credited towards restitution to the state.

Mr. Perkins was dismissed from state service, effective August 22, 1997, for gross
misconduct and willful misappropriation of state funds. The department withheld Mr. Perkins’ last
payroll check for $617.44 for the period July 16 through July 31, 1997.  Mr. Perkins did not
contest the department’s withholding of his payroll funds.  The payroll check was subsequently
cancelled and the $617.44 was applied toward partial restitution to the department.

On May 1, 1998, Mr. Perkins pled guilty to theft of property under $10,000, a Class D
felony.  He received a two-year probation and was ordered to make $5,954.22 in further
restitution to the department.  On August 3, 1999, Mr. Perkins made full restitution to the
department.

Involvement of Mr. Tommy Johns in Billing Scheme

Mr. Tommy Johns, a DSP salesperson, was interviewed on August 21, 1997, by staff of
the Division of State Audit and the Department of Transportation’s Internal Audit section.
During this interview, Mr. Johns admitted assisting Mr. Perkins in manipulating invoice amounts
to avoid bidding requirements and in varying the dates and times of DSP invoices to avoid
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consecutive invoice numbers which might draw scrutiny during the department’s processing
procedures.

According to Mr. Johns, he and Mr. Perkins had worked together at a local automotive
parts store prior to Mr. Johns’ employment with DSP.  Mr. Johns stated that sometime in 1996 he
recalls Mr. Perkins calling DSP to place orders for the DOT Knoxville garage.  He stated that
some of the parts ordered by Mr. Perkins did not appear to Mr. Johns to be those that the
department would be ordering.  According to Mr. Johns, Mr. Perkins told him that he had a
system whereby he could obtain purchase order numbers and effect the related billing to the
department.  Mr. Johns stated that after assisting in obtaining items Mr. Perkins ordered, he
eventually started to receive items for his personal vehicle from Mr. Perkins.

Mr. Johns admitted that he received items ordered by Mr. Perkins totaling $1,080.22.  Mr.
Johns also admitted that he subsequently gave one item, a muffler purchased for $110.99, to Mr.
Teddy Plemons, a DOT Materials Assistant II. Mr. Johns stated that he had received brakes,
suspension springs, four performance tires, a chain saw, and a steering wheel, which were all
ordered and billed to the department.  All these orders were recorded by Mr. Perkins on work
orders relating to various state vehicles.

Mr. Johns also stated that he assisted Mr. Plemons in ordering a gear kit and shims for Mr.
Plemons’ personal truck.  According to Mr. Johns, he could not recall the specific transactions.
However, the related invoices indicated both items were charged to state vehicles on July 3, 1997.
Mr. Johns could not recall whether he fabricated the state license plate numbers for these two
purchases or whether he received the numbers from Mr. Perkins.  When questioned about the
orders, Mr. Perkins did not recall participating in the transactions.  However, Mr. Perkins
admitted he signed the invoice for the shims and submitted it to the garage’s accounts payable
department.  Mr. Perkins also admitted falsifying the work order relating to the shims invoice.
The details of these two transactions are presented below in the section on the involvement of Mr.
Teddy Plemons in the billing scheme.

Mr. Johns also stated that when Mr. Larry Kelley visited DSP on state business, he had
requested that Mr. Kelley sign an invoice, indicating he had received a steering wheel, when in
fact, Mr. Johns had received the steering wheel and had placed it on his truck. Mr. Kelley
voluntarily admitted that he signed an invoice to the department for a steering wheel while at DSP
but did not actually pick up the part.

Mr. Johns voluntarily signed an affidavit dated August 21, 1997, regarding his activities in
manipulating invoices and receiving items charged to the department.

Mr. Johns was allowed to resign, effective August 22, 1997, according to Mr. John
Rosati, DSP Sales Manager.

On May 1, 1998, Mr. Johns pled guilty to theft of property under $1,000, a Class E
felony.  He was put on probation for two years and ordered to make restitution of $969.23 to the
department.  Although Mr. Johns received a total of $1,080.22 from Mr. Perkins, he was not held
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responsible for the $110.99 muffler which was subsequently given to Mr. Plemons.  Mr. Johns
made full restitution of $969.23 to the department on July 20, 1998.

Involvement of Mr. Teddy Plemons in Billing Scheme

Mr. Teddy Plemons, a DOT Materials Assistant II, assigned to the Knoxville area, was
interviewed on January 14 and February 26, 1998, by staff of the Division of State Audit and the
Department of Transportation’s Internal Audit section.  In these interviews, Mr. Plemons stated
that he had placed the orders at DSP for a gear kit and shims for his personal truck.  He stated
that Mr. Johns had suggested to him that the items be billed to an account with DSP.  According
to Mr. Plemons, he misunderstood Mr. Johns’ suggestion and did not realize Mr. Johns had billed
the department for these items totaling $240.50.  According to Mr. Plemons, he thought that Mr.
Johns had charged Mr. Plemons’ personal account at DSP for the items. The manager of DSP
stated that Mr. Plemons had visited DSP to pay for the items, but was unable to because the items
were not recorded on his personal account and Mr. Plemons did not have the related invoices.  It
appears that Mr. Plemons may have, in fact, misunderstood Mr. Johns’ suggestion to bill the
department as Mr. Plemons subsequently tried to pay for items that he thought were placed on his
account.  However, after determining that the items were not charged to his personal account,
Mr. Plemons did not take any further actions to resolve the payment.  Mr. Plemons stated that
other personal matters had distracted him at the time.  Mr. Plemons stated that he had
subsequently placed the gear kit and shims on his personal vehicle.

The DSP invoice for the gear kit, dated July 3, 1997, was signed as received by Mr.
Plemons.  The invoice indicated that the item “OSV 26022237” had been charged to the
department.  According to Mr. Plemons, he picked up the gear kit from DSP but the shims had
not been delivered at that point in time.  Mr. Plemons stated that he did not note that the gear kit
had been billed to the department.  There was no work order associated with this purchase.  The
DSP invoice for the shims, dated July 3, 1997, was not signed as “received by.”  Mr. Perkins’
signature is on the invoice for the shims as having ordered the part.  According to Mr. Plemons,
Mr. Perkins received this item and later delivered it to Mr. Plemons.  Mr. Plemons stated that he
did not see the related invoice.  Mr. Perkins subsequently falsified a valid work order indicating
the shims were purchased for state vehicle S6-FT79.

After his first interview on January 14, 1998, Mr. Plemons paid $241.00 on January 30,
1998, to DSP for these items which were originally charged to the garage’s account.  The
department did not incur a loss on these items as the payment on these two invoices was canceled.

Mr. Plemons also signed DSP invoice 153319 as “received by” on June 19, 1997.  The
invoice was one of four relating to the purchase of high performance tires ordered by Mr. Perkins
for his personal vehicle and billed to the department.  The other three invoices did not have a
signature as being “received by.”  Mr. Plemons admitted that he had signed the invoice and
admitted picking up the four high performance tires from DSP.  However, he stated that he was
not aware that the tires had been charged to the garage’s account with DSP, although this was
clearly indicated on the invoice.  He stated that he helped Mr. Perkins load the tires into the back
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of Mr. Perkins’ truck after returning to the state garage with the items.  According to Mr.
Plemons, he thought Mr. Perkins had paid for the tires.

Mr. Plemons voluntarily signed an affidavit, dated January 14, 1998, regarding his
activities in receiving items charged to the department.  On March 4, 1998, management
subsequently issued a written reprimand to Mr. Plemons regarding his failure to report suspicious
activities.

Involvement of Mr. Larry Kelley in Billing Scheme

Mr. Larry Kelley, a DOT Mechanic I, was interviewed on January 15 and February 25,
1998, by staff of the Division of State Audit and the Department of Transportation’s Internal
Audit section.  Mr. Kelley acknowledged that he signed six invoices relating to personal items
charged to the garage’s account.  Mr. Kelley voluntarily admitted that he signed an invoice to the
department for a steering wheel while at DSP but did not actually pick up the part.  This steering
wheel was actually ordered for Mr. Johns’ truck.  Mr. Kelley also stated that because he picked
up parts on occasion, he was aware that Mr. Perkins was charging personal items to the
department but never referred this matter to management.

Mr. Kelley was alleged to have received a muffler, turf tamer tires, a radar detector, and a
trailer hitch, which were billed to the department.  In regard to these items, Mr. Kelley admitted
that Mr. Perkins had given him a trailer hitch but stated that he was not aware that it had been
charged to the department.  Mr. Kelley denied that he had personally benefited from the other
items.  However, from the evidence gathered, it appears that Mr. Kelley did in fact receive
$343.14 in items charged to the department.

Mr. Kelley acknowledged that he did sign DSP invoice 149446 for a $93.29 performance
muffler on April 30, 1997.  The performance muffler purchase was recorded by Mr. Perkins on a
work order for state vehicle S4FU85.  Mr. Kelley denies that this muffler was placed on his
personal vehicle. When auditors observed the muffler and tail pipe system on Mr. Kelley’s truck
(Chevrolet pickup truck, 350 engine), they noted that it was a Flowmaster system, which matched
the brand of muffler paid for by the department.  The muffler ordered on the DSP invoice
(ultimately from Nickels Performance Warehouse) was ordered for a Chevrolet Pickup Truck,
350 engine.  Mr. Kelley stated that in March or April 1997, he had purchased his muffler and
exhaust system from Quick O Muffler in Knoxville.  Mr. Kelley did not retain a receipt for the
parts and the Quick O Muffler’s records did not include customer names or detailed descriptions
of vehicles or work performed.

Mr. Kelley acknowledged that the signature on the May 8, 1997, DSP invoice 150142 for
one $56.53 20/11-9 Turf Tamer tire was his signature.  The tire purchase was recorded by Mr.
Perkins on a work order for state vehicle S6FU50. The invoice from the ultimate vendor (Tire
Warehouse) indicated two Turf Tamer tires were purchased by DSP.  The DSP invoice indicates
one tire was charged to the department and cash was paid for the second tire.  Mr. Kelley admits
that he purchased one Turf Tamer tire for personal use with cash.  He denied that it was a 20/11-9
tire and stated that his purchase was not on May 8, 1997, but several days later.  According to the
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invoice, Mr. Perkins charged the Turf Tamer tire to a state dump truck, which the tire would not
fit.

Mr. Kelley stated that after receiving the tire purchased by the department and returning to
the garage, he was instructed by either Mr. Rex Williams, a DOT Equipment Mechanic II at the
Knoxville garage, or Mr. Perkins to mount the Turf Tamer tire on a rim.  According to Mr.
Kelley, after placing the tire on the rim, he left the tire in the garage and has no further knowledge
regarding the tire. He stated that the tire he mounted was for a lawn mower used at Pellissippi
State Community College or at the School for the Blind because he stated that a man from one of
these entities occasionally visited the Knoxville garage to have similar work done on lawn mower
tires.

 An inquiry into tires serviced for Pellissippi State and the School for the Blind and other
local agencies with lawn mowers revealed that the only work documented on lawn mowers using
similar sized tires was for vehicle EH2233, used by the State Cemetery.  However, the work on
this vehicle was performed in January 1997, several months prior to the tire purchase in May
1997.  In addition, Mr. Perkins and Mr. Williams did not confirm that they had instructed Mr.
Kelley to mount the tire on a lawn mower or rim.

Mr. Kelley stated that he did not use nine-inch rims for racing his ATV and that he could
not have used the tire for any purpose.  After the interview, Mr. Kelley directed us to his friend’s
house to view the tires currently on Mr. Kelley’s ATV, which were 18/11-8s (eight-inch rims).

Mr. Kelley acknowledged that he had picked up a $144.44 radar detector ordered on DSP
invoice numbers 154310 and 154312, both dated July 1, 1997. The radar detector was recorded
by Mr. Perkins on two work orders for state vehicles S7DA33 and S7DA05. Mr. Kelley stated
that he delivered the item to Mr. Perkins and had no further knowledge about the radar detector.
However, Mr. Perkins and Mr. Johns both stated that the item was purchased for Mr. Kelley to
use on his vacation and that Mr. Kelley retained possession of the radar detector.  Time and
attendance records for Mr. Kelley indicate he took leave for four days the week following this
purchase.

The $48.88 trailer hitch Mr. Kelley admitted he received from Mr. Perkins was charged to
state vehicle S6BU26.  A corresponding work order was not found.  

Involvement of Mr. Larry Kelley in Sick Leave Abuse

In addition, our review determined that Mr. Larry Kelley submitted a state sick leave
medical certification form stating that he was totally disabled and he was thus placed on sick
leave, yet during this same time he participated in an ATV race at the Walter State Arena in
Morristown, Tennessee, and worked as a mechanic in a friend’s shop.

Mr. Kelley was on extended sick leave (sick leave bank) from December 23, 1997,
through March 10, 1998, after sustaining an apparent injury outside of work.  In an interview with
auditors, Mr. Kelley admitted that during this period he also participated in racing an ATV on
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January 11, 1998 (Sunday), in Morristown, and had been working as a mechanic with a friend.
Mr. Kelley’s apparent abuse of sick leave resulted in a payment from the Department of
Personnel’s Sick Bank of $1,746.21 for the period December 23, 1997, through January 31,
1998, to which it does not appear he was entitled.

Mr. Kelley apparently injured himself on Saturday, December 13, 1997.  He did not return
to work until December 17, 1997, with an unsigned doctor’s note stating that he could return to
work “full duty” on December 18, 1997.  According to Mr. Kelley, he was informed by Ms. Ruth
Beason, a DOT Regional Office Manager, that he needed a signed doctor’s note stating that he
was not restricted from performing his job duties.  Mr. Kelley returned the same day and
submitted a signed note from his doctor stating that he could return to work “full duty.”  On
December 18, 1997, he submitted a request to withdraw sick leave from the Tennessee State
Employee Sick Leave Bank and submitted a medical certification form dated December 19, 1997,
signed by Mr. Kelley and an attending physician.  This form indicated that Mr. Kelley was totally
disabled and unable to return to work until approximately January 14, 1998.  According to Ms.
Ruth Beason, Mr. Kelley’s doctor’s office indicated the doctor had signed a second sick leave
bank form for Mr. Kelley, stating that Mr. Kelley was totally disabled, effective until March 4,
1998.

Ms. Beason stated that there was a decision made by management to send Mr. Kelley
home.  However, after reviewing her file, she found nothing to indicate such a decision had been
made.  She stated that normal procedure in such a case would involve her calling the doctor’s
office to determine whether the employee was restricted from performing his or her job duties.
Ms. Beason stated that she did not recall telephoning Mr. Kelley’s doctor.  She stated that the
documentation indicated that Ms. Deloris Guffee, a DOT Assistant Regional Office Manager,
called Ms. Debra Williams, a DOT secretary in the garage business office, to inform the garage
staff that Mr. Kelley had returned to the administrative office with a note from his doctor stating
that he could return to work “full duty” and would be reporting back to work.

It does not appear that Mr. Kelley was told to return home.  We interviewed Mr. Fred
Corum, DOT Regional Director, and Mr. Paul Corum (no relation), DOT Regional Maintenance
Engineer, and neither could recall making the decision to disallow Mr. Kelley from working.
Both stated that if Mr. Kelley could not have performed his duties, they would have sent him
home.  Mr. Roger Toole, Garage Superintendent, stated that Mr. Kelley came in to work on
December 18, 1997, and stated that Ms. Guffee had all the paperwork.  According to Mr. Toole,
Mr. Kelley left work that day and Mr. Toole subsequently heard that Mr. Kelley was on extended
sick leave.

Records from Victory Sports in Blountville, Tennessee, indicated Mr. Kelley raced in the
ATV four-stroke class on January 11, 1998, and placed fourth.  According to Mr. Kelley, he went
around the track only once to receive points for awards in his four-stroke division.  However, an
official at Victory Sports in Bountville, Tennessee, stated that Mr. Kelley was not eligible for
point awards because he had not participated in eleven events required.  This official also stated
that Mr. Kelley had to race in a qualifying meet the same day before the actual race.  The official
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supplied us with two referees’ score sheets for the qualifying round, showing that Mr. Kelley
finished four of the five laps.

In his interview on February 25, 1998, with staff of the Division of State Audit and the
Department of Transportation’s Internal Audit section, Mr. Kelley stated that he had not
participated in any further races and that he was working as a mechanic with a friend.  Mr. Kelley
refused to name this friend.

According to Ms. Susan Cook, Sick Bank Administrator, Department of Personnel, it is
the state’s policy that employees drawing from the sick leave bank are not supposed to be
working any other job.  She stated that under these circumstances, it appears that Mr. Kelley
violated this policy.  She stated that the payment of $1,746.21 requested by Mr. Kelley for the
month of February 1998 was withheld.

The department dismissed Mr. Kelley from state service, effective March 27, 1998, for
gross misconduct.  Mr. Kelley did not appeal his termination.  Mr. Kelley was not prosecuted and
was not required to make restitution.

Involvement of Mr. Rex Williams in Billing Personal Items to the Department

Mr. Rex Williams, a DOT Equipment Mechanic II at the Knoxville garage, was
interviewed on February 12, 1998, by staff of the Division of State Audit and the Department of
Transportation’s Internal Audit section.  Mr. Williams admitted ordering $146.67 in personal
items and charging these items to the state.  Mr. Williams stated that he was acting independently
of Mr. Perkins and was not aware of Mr. Perkins’ improper purchases.  Mr. Williams stated that
on two occasions, February 20, 1997, and June 5, 1997, he ordered parts for his personal vehicle
by instructing the salesperson at Burlington Motor Products (BMP) to bill the state and by
supplying a state vehicle license plate number to the salesperson.  The items ordered on these two
invoices were an oil pump, a camshaft, a hydro-lift, and a rocker arm for a 1981 through 1987
Chrysler.  Mr. Earl Whitson, who stated that he was not aware that these items were ordered for
personal use, picked up these items at BMP.

According to Mr. Perkins and Mr. Johns, Mr. Williams had charged the state for a number
of other items, including an alternator, relays, and a ball joint installer.  Mr. Williams denied
ordering these parts and charging these items to the state’s account.

Mr. Williams voluntarily signed an affidavit dated February 12, 1998, regarding his
activities in receiving items charged to the department.  Mr. Williams was put on administrative
leave without pay effective February 17, 1998.  According to department officials, Mr. Williams
resigned, effective March 5, 1998, and made a payment of $146.67 to the department in
association with his personal purchases.
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Recovery of Loss

The department recovered $7,687.56 of the total $8,531.93 loss sustained from the theft
of property from the Knoxville regional garage.  A total of $6,571.66 was received from Mr.
Perkins (a $617.44 payroll check was withheld plus $5,954.22 was collected in restitution
payments).  In addition, $969.23 was received from Mr. Johns as restitution and $146.67 was
collected from Mr. Williams in regard to his personal purchases.  Mr. Kelley was not prosecuted
and was not required to make restitution.  The matter of Mr. Kelley’s sick leave payment was
referred to the Office of the State Attorney General for possible collection.

Internal Control Weaknesses

The thefts were not promptly detected because (1) the two employees (Mr. Perkins and
Mr. Williams) responsible for ordering parts for the garage circumvented controls by ordering
items for personal use and submitting the related invoices to the garage’s business office for
payment; (2) Mr. Perkins additionally circumvented controls by falsifying work orders and
requesting other employees to sign invoices for items they had not actually received; (3) the
invoices from Dealer Service Parts and other vendors did not contain a description of the parts
ordered, thereby preventing any scrutiny while the purchases were being processed; (4) the
department’s internal controls did not require a separation of duties between those employees
determining which parts were needed, ordering parts, picking up parts, and ultimately using the
parts; and (5) the department did not require a reconciliation of parts received (invoices) to parts
placed on vehicles (work orders).

Although the two employees entrusted with the purchasing duties for the garage abused
their authority, no additional controls were in place to detect this purchasing scheme.  The most
critical deficiency in controls was the lack of separation of duties between the employees involved
in the purchasing process.  The same employee responsible for ordering parts was able to pick up
the parts and ultimately use them for his personal benefit without the assistance or oversight of
another employee other than the routine of having the invoice approved for payment by the
garage superintendent.  The superintendent did not detect the improper purchases because the
invoices were generally nondescript. Mr. Perkins requested parts runners to sign invoices as
having received the items and also falsified work orders.  These activities were performed to
conceal the true nature of the transactions from a subsequent review by other garage staff,
supervisors, or auditors.

The purchasing process at the garage began with a determination of which parts were
needed for the repair job.  It was noted that these decisions were oftentimes made exclusively by
the shop foreman or the employee responsible for ordering the parts.  In an optimal setting, these
decisions would be made jointly between the garage foreman and the mechanic and would be
separated from the employee responsible for ordering parts.  If the repair part was held in the
garage stockroom, the mechanic would request the item and present the respective work order for
that job.  A stockroom employee would sign the work order and write the part description and
number on the work order.  The stockroom employee would also indicate the disposition of the
part in the stockroom inventory records. The involvement of stockroom employees in the
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purchasing process apparently added effective controls over those items maintained in stock. The
involvement of stockroom employees separated the duties between those individuals ordering
parts from those that are ultimately using the parts (the mechanics).

However, the parts not kept in the stockroom and ordered from local vendors were not
kept on an inventory listing.  Additionally, the very employee responsible for ordering parts
prepared the dispositions of these parts recorded on the work orders.  There were no controls
separating the responsibility between the physical possession of the parts and the record keeping.
If deliveries and parts picked up were initially required to be placed in the stockroom, it appears
that greater controls could be created if the mechanic would have to sign a stockroom log before
receiving the part.

Furthermore, mechanics were required to sign work orders, certifying that parts purchased
were used to accomplish the job.  However, the control over the work order was maintained by
Mr. Perkins.  After obtaining the required signatures, he would subsequently enter the personal
items he ordered.  The procedures did not include the documentation that the jobs were finalized
by any employee other than Mr. Perkins.

An additional control over parts could be added by requiring vendors to list on the invoice
precisely the year and make of the vehicle for which the part was originally ordered and a detailed
description of the part itself.  If garage business office personnel are required to scrutinize
invoices for illegitimate items, the description of those items on the invoice would be necessary.

Subsequent Actions Still Need Improvement

After the completion of our fieldwork, garage management instituted a procedure
requiring parts runners to log items picked up at local vendors and to log in the name of the
garage employee to whom the item was delivered.  This procedure will provide for an audit trail
of items purchased.  However, the procedure would not appear to assist management in detecting
similar purchasing improprieties unless the logs are periodically reconciled to the respective
invoices and work orders by someone independent of the purchasing process.

Monitoring of Purchases under DPA by the Department of General Services

According to Mr. George Street, Purchasing Director of the Department of General
Services, purchases under a DPA are subject to examination by his staff through special review.
Mr. Street stated that purchases under the DPAs in effect during this review for the Knoxville
Regional garage were not reviewed by his staff.  A review by the Department of General Services
staff was recently conducted of the subsequent DPAs for the Knoxville Regional garage for fiscal
year ended June 30, 1999.  Their review noted deficiencies in a lack of retention of bid abstracts,
tie bids for which no explanation was given on the bid abstract for how the tie was settled, and the
manner in which invoices and related bid abstracts were filed by vendor rather than by bid
contract number.
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RECOMMENDATIONS

This review resulted in the following recommendations:

1. Department officials should separate the duties between those garage employees involved
in the process of purchasing automotive parts from local vendors.  Specifically, decisions
regarding the need for such parts should be made jointly between the garage foreman and
the mechanic.  The employee responsible for ordering parts and recording the placement
of those parts on the respective work orders should be separated from maintaining
physical custody of the parts.  The work orders should be completed/finalized by either the
garage foreman or the mechanic.

2. Department officials should require a periodic reconciliation of work orders to parts
purchased.  This procedure should be performed by someone independent of the
purchasing process.  The management of the garage should continue to require all parts
picked up from local vendors to be logged, but unless this log is also reconciled
periodically to the respective invoices and work orders, the value of the log is
questionable.  The management of the garage should also ensure that employees do not
sign for parts not actually received.

3. Department officials should consider requesting local vendors to list the details of the
items purchased on their invoices.  A request for the listing of the make and model of the
vehicle for which the parts were ordered should also be considered.  Department officials
should not pay invoices which merely indicate “OSV” or lack a specific description of
items received.

4. Garage management should consider instituting a pre-numbered purchase order system to
account for replacement part purchases rather than the current system of using state
vehicle license plate numbers.

5. Department officials should coordinate efforts with the Office of the State Attorney
General and the Department of Personnel in pursing the collection of the $1,746.21 paid
to Mr. Kelley from the sick leave bank.




















